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The City of Tucson provides Notice of Filing of a Position Paper on Arizona

Commerce Commission proposed rules R14-2-1604 and section J of R14-2-1613.

The Position Paper analyzes and critiques the revised competitive phase-in rules
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F 'of R14-2-1604 and the internal meter mandate in R14~2-1613(J).

DATED this ' I  ,J  day of August, 1998.I
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Assistant City Attorney
City of Tucson - City Attorney's Office
P.O. Box 27210
Tucson, AZ 85726-7210
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E EXECUTIVE SUMMARY

E.1 INTRODUCTION

This  position paper ana lyzes  and critiques  two key provis ions  of recent rule  amendments  regarding the
opening of re ta il e lectricity compe tition in Arizona . Section 2 examines  the  revised phase -in rule s  in
Section R14-2-1604 (Competitive  Phases). Section 3 scrutinizes  the  inte rva l me te r manda te  in section J
of R14-2-1613 (Se rvice  Qua lity, Consumer Protection, Sa fe ty, and Billing Requirements ).

E.2 PARTICIPATION THRESHOLDS

E.2.1 The new phase-in rules, by making nearly all small customers ineligible for the
first phase of retail choice, run counter to both the letter and spirit of existing
Arizona rules and statutes.

4

0

The new phase-in rules would make nearly all small customers ineligible for the first phase of retail
choice with no real compensation.

The existing phase-in rules (those predating the proposed changes) as well as HB 2663, clearly
intend small customers to have a sizable presence in the first phase of retail choice.

The ACC staff has declared the existing phase-in schedule "unworkable," but has not explained why,
despite many opportunities. Specifically the staff has not explained:

what technical or logistical barriers the utilities are still facing,

why the incumbent utilities have been unable to overcome these barriers, even though they have
known about the January 1, 1999, phase-in date for nearly two years,

why the utilities will be able to accommodate some residential customers but not additional ones,
why the utilities will be able to handle customers that peak above 40 kW but not those that peak
below 40 kw;

4

4

4

0
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where  the  40 kW threshold came  from,

why the  incumbent utilitie s  cannot accommodate  quantitie s  of small cus tomers  tha t the  public
power entitie s  will have  to accommoda te , and

why non-residentia l customers  tha t peak a t less  than 1 MW have  to aggrega te  to participa te  in
re ta il choice .

The new phase-in rules are inconsistent with the ACC staff' s stated desire to make its own retail
access rules consistent with HB 2663.

The ACC staff is discarding rules that resulted from extensive deliberations involving a broad range
of stakeholders, and replacing them with unsubstantiated suggestions from utilities.

The affected parties have been given little time to respond to these major changes in the rules.
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State
Electricity Sales*

(Thousands of MWH)
Small Customers Get Equal

Access to Retail Choice?
California 218,812 V
New York 131,527 In most service territories
Pennsylvania 127,623

Illinois 126,231 ?
Michiga n 96,302

New Jersey 66,889 v
Massachusetts 47,294 V
Connecticut 28,417 v
Montana 13,820

Maine 11,726 4
New Hampshire 9,127 v
Rhode Island 6,604

I
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EXECUTIVE SUMMARY

E.2.2 Arizona's barriers to small customer participation are characteristic of a "big
dogs eat Hrst" approach to retail access that the large majority of restructuring
states have rejected.

Table E-1
States That Give Small Customers

Equal Access to Retail Choice

*Sourced U.S. Energy Information, Electric Power Annual 1996 (published February 1998).

Since all customer classes must bear the costs of electric restructuring, all customers should reap its
benefits in an equitable manner.

E.2.3 The 40 kW threshold will produce lengthy competitive inequities between
similarly sized commercial customers

Arizona's 40 kW threshold will have the dangerous effect of creating competitive inequities between
customers of similar size and category of business.

The irony of this 40 kW threshold is that it could be punishing electric customers who have engaged
in activities .- such as improving energy efficiency and shaving peak loads .- that the state should be
encouraging.

Arizona's long "small customer waiting period" would exacerbate the effects of these competitive
inequities. Of the states and utilities that make most residential and small commercial customers
wait for retail choice, the proposed Arizona rules would make small customers wait the longest.
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S ta te /Utility
Ma n d a to ry

Elig ib ility Da te  fo r
La rge r Cus tomers

Ma n d a to ry Elig ib ility
Da te  fo r Mos t S ma lle r

Cus tomers

S m a ll
Cu s to m e r
Wa it in g
P e r io d

Rhode  Is la nd 7/97 1/98 6 months
Ne w York (Nia ga ra  Moha wk) 11/98 4/99 6 months
Ne w York (NYS EG) 8/98 8/99 12 months
Monta na  (MP C) 7/98 12/99 17 months  *
Ar iz o n a 1/99 1/01 24 months

*

P

p
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Table E-2
Small Customer Waiting Periods for States/Utilities

That Do Not Give Small Customers Equal Access to Retail

The  long wa iting pe riod would hurt non-pa rtic ipa nts  not only be ca us e  the y would ha ve  to wa it
longe r to s e e k a  be tte r price  for the ir powe r. Ra the r, the re  is  a ls o a  high like lihood tha t fe w good
de a ls  would be  a va ila ble  by the  time  the  s ma lle r cus tome rs  be come  e ligible . If the  e a rly pa rticipa nts
we re  a ble  to s ign long-te nn contra cts , it is  pos s ible  tha t the ir compe titive  a dva nta ge s  would e xte nd
be yond two ye a rs .

E.2.4 Wide participation by smaller customers early in the retail access process will
not harm Arizona electric system reliability.

4

The  a rgume nt tha t s ma ll cus tome r pa rticipa tion s hould be  re s tricte d be ca us e  it will ma ke  fore ca s ting
loa ds  le s s  complica te d for the  IS O ha s  little  me rit. The  Ca lifornia  P ublic  Utility Commis s ion
(CP UC) a ls o cons ide re d limiting e a rly pa rticipa tion to a ggre ga tors  a nd ve ry la rge  cus tome rs  for this
re a s on, but re j e cte d the  ide a . The  CP UC re a lize d tha t s che dule  coordina tors  would pe rform a  s e cond
le ve l of a ggre ga tion in a ddition to the  a ggre ga tion na tura lly provide d by a ggre ga tors  a nd othe r
ma rke te rs .

If the  ACC wa nts  to improve  furthe r the  a ccura cy of loa d fore ca s ts  the re  a re  more  e ffe ctive  policie s
it might cons ide r including :

ce rtifying s che dule  coordina tors  for cre ditworthine s s  a nd te chnica l compe te nce , a s  is  done  in
Ca lifo rn ia ,

pus hing to ha ve  the  ne w IS O pe rform "top-down" fore ca s ting a s  is  done  by the  P J M-IS O, a nd

s upporting the  impos ition of pe na ltie s  on s che dule  coordina tors  tha t s ubmit fore ca s ts  tha t a re  not
within a  ce rta in ra nge  of a ccura cy.

4

4

4

It is  like ly tha t Arizona  UDCs  a re  ove rca utious  a bout loa d fore ca s ting a nd s che duling not be ca us e
the y fe a r for the  re lia bility of the  e le ctric s ys te m, but be ca us e  the y a re  conce rne d a bout the ir ca s h
flows . Be tte r policie s  (tha n de la ying s ma ll cus tome r pa rticipa tion) to a ddre s s  this  proble m include  :

IS O proce dure s  tha t a llow for da y-a fte r s e ttle me nt would be  a  more  ta rge te d s olution for the  ca s h
flow proble ms  of the  UDCs ,

Ma king s trict bonding re quire me nts  pa rt of the  ce rtifica tion proce dure s  for both ES P s  a nd
S che dule  Coordina tors , a nd

4
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EXECUTIVE SUMMARY

4 ISA or ISO requirements  tha t a ll supplie rs  have  capacity rese rves  and other ancilla ry se rvices .

E.2.5 The claim that small customer participation in direct access must be delayed to
prepare the market infrastructure is unfounded.

Under the  new, proposed phase -in schedule , the  utilitie s  will s till have  to deve lop the ir me te ring,
billing, and da ta  exchange  systems to accommodate  a t least % of 1 percent of the  residentia l
cus tomers  by July l, 1999. The re fore  the  bigges t logis tica l cha llenge , the  deve lopment and
implementa tion of these  sys tems, will s till have  to be  met under the  proposed rules .

Even to se rve  a  small fraction of the  load, the  da ta  and software  systems will have  to handle  each
poss ible  type  of transaction and address  a ll logica l poss ibilitie s , however ra re . Expanding these
systems to la rger numbers  of customers  does  not require  changes  to information flow or system
logic, only to s torage  capacity.

It is  ve ry unlike ly tha t e a rly de ma nd for re ta il choice  will ove rwhe lm the  sys te ms  of the  Arizona
utilitie s , based on the  experience  of s ta te s  with active ly compe titive  marke ts .

Almost a ll the  res tructuring s ta tes  have  a llowed small customers  equa l access  to re ta il choice  in the
firs t phases . Many of these  s ta te s , like  Ca lifornia  and Pennsylvania , have  many more  utilitie s  and
e lectric cus tomers  than Arizona , and the re fore  face  more  complica ted mete ring, billing, and da ta
exchange  logis tics .

Arizona  utilities  a lso have  an advantage  over utilities  in s ta tes  such as  Ca lifornia , Massachuse tts , and
Rhode Island because  they have been able  to observe  the  practices, innovations, and mistakes of
those  that have gone before .

The  Arizona  utilitie s  have  known about the  phase-in da te  for nearly two years , and thus  have  had
adequate  time to prepare  the ir systems.

There  is  no gua rantee  tha t extending the  deadlines  for the  Arizona  utilitie s  would not s imply a llow
them to de lay furthe r any meaningful progress  to e s tablishing mechanisms for re ta il compe tition, and
request another delay as the  new deadlines near.

E.3 IT Is NOT COST-EFFECTIVE To REQUIRE ARIZONA CUSTOMERS OVER 20 KW To
PURCHASE An INTERVAL METER.

E.3.1 The interval meter requirement is a form of "reregulation" that would prevent
customers from choosing the level of the metering they need.

At a  time  when the  ACC is  trying to s timula te  choice  and innova tion in me te ring se rvice s , it is
surpris ing tha t the  ACC is  introducing a  regula tion tha t would dicta te  the  type  of me te rs  tha t
customers  must use  for re ta il choice .

The  proposed inte rva l mete r manda te  is  written so broadly tha t many cus tomers  would have  to ins ta ll
expens ive  me te rs  for loads  with extremely predictable  load profile s . For example , under the
proposed rules , s tree t lights  and tra ffic lights  would have  to be  inte rva l me te red.

9
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EXECUTIVE SUMMARY

E.3.2 Interval meters are uneconomic for many customers who peak above 20 kW and
this could deter them from participating in retail choice.

4

4

Some advoca tes  for inte rva l me te r requirements  have  cited a  "mete r a ffordability" ana lys is  by
Southe rn Ca lifornia  Edison to jus tify these  requirements . However, the re  a re  a  number of problems
with tha t ana lys is  including :

unrea lis tica lly high re ta il choice  savings  a ssumptions .

savings  e s tima tes  tha t a re  dependent on the  ava ilability of a  Ca lifornia  billing option ca lled Rea l
Time  P ricing (RTP ). The re  is  a  poss ibility tha t Arizona  cus tome rs  ma y ha ve  more  difficulty
obta ining these  RTP options  than Ca lifornia  cus tomers .

The  SCE ana lys is  fa ils  to acknowledge  tha t these  mete r requirements  would s till de te r many
cus tomers  from participa ting in direct access , even though inte rva l me te rs  were  "a ffordable ,"
a ccording to SCE's  na rrow de finition. This  is  a n importa nt cons ide ra tion for policyma ke rs  who
wish to s timula te  compe tition in the ir e lectric marke ts .

4

E.3.3 From a societal perspective, load profiling is much more cost-effective than
interval meter requirements.

A more  fundamenta l problem with the  SCE ana lys is , however, is  the  limited way it frames  the  cos t
and benefit question. The  question should not be  whether customers  in the  20-50 kW range  can
a fford an inte rva l me te r, but whe the r socie ty will bene fit from requiring such me te rs  .

Ana lys is  for the  Electric Power Resea rch Ins titute  (EPRI) us ing actua l Sa lt Rive r Project cus tomer
da ta , shows tha t the  cos ts  of inte rva l me te ring requirements  fa r outwe igh the ir benefits . No matte r
what inte rva l meter cut-off leve l was used (the  peak demand leve l above  which customers  must use
inte rva l mete rs) the  benefit-cost ra tio was less  than 0.05.

E.3.4 Errors due to load protlling may be small compared to other errors and
uncertainties in the system.

Uncerta inties  and errors  in load scheduling and se ttlement come from severa l sources  besides load
profiling. The se  source s  include

inaccura te  or inappropria te  ass ignment of loss  factors  to customers  in diffe rent voltage  classes
load forecas t mode l e s tima tion e rror for a  given se t of wea ther conditions
day-ahead weather forecast error
ma rke t price  vola tility
ge ne ra tion supply a va ila bility.

•

•

•

•

•

All of these  e rrors  and uncerta inties  in the  sys tem would be  present even if a ll cus tomers  had hourly
me te ring. At the  same  time , load profiling me thods  a re  ava ilable  tha t can provide  e s tima tes  with sma ll
e rrors  and uncerta intie s . Thus , the  emphasis  on load profiling e rror a s  the  problem, and inte rva l
mete ring as  the  solution, is  misplaced.

ma:project:wcotOl :posh paperzexecsumm E-5 City of Tucs on
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On June 23, 1998, the Arizona Corporation Commission (ACC) Staff released the first draft of
amendments to the electric competition rules that the ACC had issued in December 1996 as part
of Decision No. 59943. On July 10, die ACC circulated a second set of rules with additional
changes for informal comment. On July 15, 16, and 17, the ACC held public meetings in
Phoenix, Tucson, and Flagstaff The ACC released a final version of the proposed rule changes
on July 24,1998.

This position paper, prepared on behalf of the City of Tucson by XENERGY Consulting Inc.,
analyzes and critiques two key provisions of these recent rule amendments. Section 2 examines
the revised phase-in rules in Section R14-2-1604 (Competitive Phases). Section 3 scrutinizes the
interval meter mandate in section J of R14-2-1613 (Service Quality, Consumer Protection,
Safety, and Billing Requirements).
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2 PARTICIPA TION THRESHOLDS

2.1 THE NEW PHASE-IN RULES, BY MAKING NEARLY ALL SMALL CUSTOMERS

INELIGIBLE FOR THE FIRST PHASE OF RETAIL CHOICE, RUN COUNTER TO

BOTH THE LETTER AND SPIRIT OF EXISTING ARIZONA RULES AND STATUTES.

2 1 1 The new phase-in rules would make nearly all small customers ineligible
for the first phase of retail choice with no real compensation.

On June  25, 1998, the  Arizona  Corpora tion Commiss ion (ACC) sent out the  firs t dra ft of
proposed revis ions  of rule  R14-2-2-1604 tha t e ffective ly e limina ted a lmost a ll sma ll cus tomer
pa rticipa tion in the  firs t phase  of re ta il choice .

ge ne ra tion s upply.

firs t-come , firs t-s e rve d ba s is .
s ingle  pre mis e  non-coincide nt pe a k loa d de ma nds  of le s s  tha n 40 kilowa tts  (kW) from

pa rtic ipa ting in the  J a nua ry 1, 1999, pha s e  of dire ct a cce s s . The  va s t ma jority of Arizona 's  non-

re s ide ntia l cus tome rs  fa ll be low this  le ve l. The  rule  cha nge s  would a ls o de ny re ta il a cce s s  to a ny

non-re s ide ntia l cus tome r unde r one  me ga wa tt (MW) tha t is  una ble  to join a n a ggre ga tion tha t is

The  changes  would e ffective ly ban a ll small commercia l cus tomers  and many medium-sized
commercia l customers  from the  firs t phase  of direct access . Unde r the  origina l phase -in rule s ,
each utility had to make  20 pe rcent of its  1995 sys tem re ta il peak load ava ilable  for competitive

All customer classes  were  e ligible  for re ta il access  on January 1, 1999, on a
The  new changes  would prevent non-res identia l customers  with

a t leas t one  MW in s ize .

By removing the  limits  on how much of the  compe titive  load can be  cla imed by ve ry big (> 3
MW) cus tomers , the  new phase -in rules  could theore tica lly shut out a ll commercia l cus tomers
from the  firs t phase . If the  big indus tria l cus tomers  e s tablish contracts  with a lte rna tive  supplie rs
more  quickly than the  smalle r customers , a  reasonable  scenario, there  could be  nothing le ft for
the  commercia l customers , even those  tha t a re  e ligible  for re ta il choice .

These  changes would a lso drastica lly reduce  the  number of residentia l customers  tha t could
participa te  in the  firs t phase  of direct access . Unde r the  origina l phase -in rule s , not only could
res identia l cus tomers  pa rticipa te  in the  firs t phase  of re ta il access  on a  firs t-come , lis t-se rved
basis , but a lso 3 percent ofthe  system re ta il peak load (15 percent of the  20 percent) was
specifica lly re sewed for re s identia l cus tomers . The  new changes  would limit firs t-phase
re s ide ntia l pa rticipa tion to a  minimum of% of] pe rce nt of re s ide ntia l cus tome rs . This  re se rved
share  would increase  by % of l percent each quarte r until January l, 2001 , when a ll customers
would be come  e ligible .
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PARTICIPATION THRESHOLDS

To a ppre cia te  fully how dra s tic this  re duction in re se rve d re s ide ntia l e ligibility is , it is  importa nt
to focus on what pies  a re  be ing used, ra ther than how these  pies  a re  be ing s liced. The  origina l
pie  was  sys tem load. The  new pie  is  re s identia l load, which itse lf is  only a  s lice  of the  origina l
pie . Ra ther than having 3 percent of the  pie  resewed for them, on Januarv l, 1999, res identia l
cus tome rs  will now only ge t % of l pe rce nt fro m a  piece  of the  origina l pie .

It is  wide ly acknowledged tha t aggrega tion is  an important me thod for pooling sma ll cus tomer
loads and thus  giving these  small customer opportunities  to negotia te  be tte r dea ls  for the ir
e le ctricity. However, the  new phase-in rules  would e limina te  the  language  tha t says
"[aggrega tion of loads  of multiple  consumers  should be  pennitted."

The  new phase-in rules  conta in two changes tha t supporters  of these  rules  might point to as
compensa tion for the  small cus tomers . The  firs t is  a  poss ible  3-5 pe rcent ra te  reduction for
s tandard offe r customers . The  second is  the  shift of the  da te  on which a ll re ta il load becomes
compe titive  from Janua ry l, 2003, to Janua ry l, 2001 .

Yet ne ither of these  changes has any rea l va lue  for the  small customer. The  3-5 percent ra te
reduction is  lust a  suggestion, not a  mandate . The  a cce le ra tion of the  full e ligibility da te  looks
more  impress ive , but the  origina l rule s  did make  50 pe rcent of re ta il load compe titive  by January
1, 2001, 30 percent of which (6 pe rcent of tota l re ta il load) was  rese rved for res identia l
cus tomers . Assuming tha t re s identia l cus tomers  account for a  third of tota l re ta il load, this  6
pe rcent of tota l re ta il load would actua lly accommoda te  18 pe rcent of re s identia l load. In
addition, the  18 pe rcent would be  only the  minimum res identia l sha re . Othe r re s identia l
customers  (as  well as  small commercia l customers) could ge t re ta il choice  as  long as  the  tota l
limit of 50 pe rcent of re ta il load had not been exceeded. S ince  the  exis ting rule s  a lso limit the
ve ry la rge  (> 3 MW) cus tomers  to ha lf of the  compe titive  load, it is  like ly tha t some  of the  tota l
a llowable  load would be  le ft ove r for the  sma ll cus tomers .

Thus , unde r exis ting rule s , 25-30 pe rcent of re s identia l cus tomers  will like ly be  e ligible  by
Januarv 1, 2001. While  this  percentage  is  ce rta inly less  than the  100 percent res identia l
e ligibility under the  proposed rules . the  diffe rence  is  probably meaningless . The  increased
res identia l e ligibility is  only va luable  if the re  is  some  reasonable  expecta tion tha t by 2001, more
than 20-30 pe rcent of re s identia l cus tomers  will want a lte rna tive  supplie rs . The  ea rly evidence
from the  res tructured California , Massachuse tts , and Rhode  Is land e lectric marke ts  makes this
highly doubtful. A recent s tudy by the  Economic Resource  Group a lso e s tima ted tha t utilitie s  a re
like ly to only lose  5-20 pe rcent of the ir re s identia l marke t sha re  due  to re ta il compe tition.1

In addition, a s  section 2.3 expla ins , the  bes t dea ls  from a lte rna tive  e lectric supplie rs  will
probably be  ava ilable  only during the  beginning of re ta il access . By backloading sma ll cus tomer
participa tion until 2001, the  new phase-in rules  could cause  them to miss  these  be tte r barga ins .

Of course , the re  is  no need for a  tradeoff be tween early and la te r small customer participa tion in
re ta il choice . HB 2633, which re s tructure s  public power entitie s . gives  re s identia l cus tomers  a
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sizable share in the first phase of the phase-in and also allows them full retail choice eligibility
be December 31, 2000. There is no reason why the ACC cannot recommend a similar schedule.

2.1.2 The existing phase-in rules as well as HB 2663, clearly intend small
customers to have a sizable presence in the first phase of retail choice.

Unlike the proposed rule changes, the existing phase-in rules were the product of four years of
careful deliberation by a broad spectrum of Arizona electric customers and other stakeholders.
These existing phase-in rules clearly intend small customers to have a sizable presence in the
first phase of retail choice. The existing rules say that the competitive load should be made
available "on a first-come, first-served basis as further described in this rule, to all customer
classes (including residential and small commercial customers) not later than January 1, 1999."

The existing phase-in rules, as noted in the previous section, also explicitly reserve 3 percent of
total system load for residential customers in the 1999 phase, and reserve 6 percent for them in
the 2001 phase. By limiting the share of the competitive load that can be taken by the biggest
consumers (> 3 MW), the existing phase-in also allows both residential and small commercial
customers to gain an even larger share of the competitive load.

HB 2663, which was signed into law in late May 1998, and which restructures the public power
entities of Arizona, also mandates that 3 percent of the retail load be reserved for residential
customers. The fact that the ACC staff recommendations for a 40 kW barrier to small customers
were issued before the signing of HB 2663, suggests that the Arizona legislators and the Arizona
governor considered these arguments for delaying small customer participation and rejected
them.

2.1.3 The ACC staff has declared the existing phase-in schedule "unworkable,"
but has not explained why, despite many opportunities.

The ACC staff admits that it changed the phase-in schedule because "[s]everal incumbent electric
providers have expressed concerns that the original rules create an unworkable schedule for the
phase-in to competition. Yet the ACC staff provides no explanation of why the existing
schedule is "unworkable." As a result. thousands of small customers may have to wait two more
years for retail choice without ever knowing why.

Specifically, the ACC staff does not explain:

what technical or logistical barriers the utilities are still facing

why the incumbent utilities have been unable to overcome these barriers, even though
they have known about the January l, 1999, phase-in date for nearly two years

why the utilities will be able to accommodate some residential customers but not a few
additional ones
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why the  utilitie s  will be  able  to handle  cus tomers  tha t peak above  40 kW but not those
tha t peak be low 40 kW

where  the  40 kW threshold came from

why the  incumbent utilitie s  cannot accommoda te  quantitie s  of small cus tomers  which the
public power entitie s  will have  to accommoda te

why non-residentia l customers  which peak a t less  than 1 MW have  to aggrega te  in order
to pa rticipa te  in re ta il choice

The  ACC sta ff has  had numerous opportunities  to expla in its  new phase-in rules , but has  chosen
not to. The  May 29, 1998, revised ACC s ta ff report only says  tha t "[c]us tomers  with load 2 40
kW can be  aggrega ted to achieve  the  1 MW threshold s ta rting on 1/1/99." There  is  no discuss ion
of the  reasons for this  particula r number or for consumption-based barrie rs  in genera l.

The  s ta ff report did precede  its  lis ting of the  implementa tion s teps  with a  brie f discuss ion of
gene ra l implementa tion principle s . Ye t no explana tion was  made  of how this  40 kW threshold
might have  been de rived from these  principle s . In fact. the  threshold is  incons is tent with a
number of these  principle s  including to "provide  the  bene fits  of compe tition to a ll ra tepaye rs  in a
tirne lv manner" and "reduce  the  length of the  trans ition pe riod."

The  July 24, 1998, memorandum from the  Commission tha t accompanied the  new proposed rules
only mentioned the  introduction of the  40 kW thre shold. The  memorandum did not jus tify or
even discuss  this  new threshold, a lthough the  memorandum did expla in the  reasoning for other
changes in the  proposed rules.

There  is  no precedent in any other s ta te  res tructuring plan for Arizona 's  40 kW threshold. The
threshold bears  a  fa int resemblance  to Ca lifornia 's  20 kW threshold for defining customers  as
be ing "sma ll comme rcia l." Ca lifornia  cus tome rs  with ma ximum pe a k de ma nds  be low 20 kW a re
entitled to 10 pe rcent reductions  in the ir ra te s . S imila rly, Arizona  cus tomers  be low the  40 kW
could rece ive  3-5 percent ra te  reductions under the  proposed rules. It is  importa nt to note ,
however, tha t the  Ca lifornia  20 kW threshold is  not a  ba rrie r to pa rticipa tion in re ta il access ,
while  the  Arizona  40 kW thre shold is .

At lea s t Ca lifornia 's  20 kW threshold has  some  re la tion to pre -exis ting utility cus tomer cla ss
divis ions . Howe ve r, while  the  ta riffs  of Arizona  utilitie s  me ntion 200 kw, 3,000 kw, a nd 30
MW class  divis ions , the  40 kW threshold does  not appear to correspond to any exis ting divis ion
between major customer classes in the state .3

2. 1.4 The new phase-in rules are inconsistent with the ACC staff's stated desire
to make its own retail access rules consistent with HB 2663.

In the  June  25, 1998, le tte r tha t accompanied the  firs t dra ft of the  new, proposed rules , the  ACC
indica ted it had changed some of the  consumer protection language  in the  exis ting rules  "in order
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to be more consistent with HB 2663." This desire for consistency is reasonable, given that
considerable confusion could result from two very different sets of retail access rules. However,
the ACC staff has drafted phase-in rules that are much different from and more restrictive than
those that had already been made law by HB 2663. To please the incumbent utilities, the staff
appears willing not only to sacrifice its own consistency principles. but also to introduce the
confusion, discontent, and resentment that such different phase-in schedules will likely produce.

2. 1.5 The ACC staff is discarding rules that resulted from extensive deliberations
involving a broad range of stakeholders, and replacing them with
unjustified suggestions from utilities with minimal time allowed for public
debate on the changes.

The existing retail access rules were the product of four years of public hearings, more intense
and specialized work group meetings and reports, and other discussions involving a broad range
of Arizona electric customers and other stakeholders. The existing rules were thus created under
the conditions that are necessary for good regulation - long. careful deliberation involving a
broad representation of the affected parties.

The ACC staff now proposes to discard these carefully crafted rules with hastily drafted,
uniustilied suggestions from the incumbent utilities. As noted, the ACC admits that it changed
the phase-in schedule because "[s]everal incumbent electric providers have expressed concerns
that the original rules create an unworkable schedule for the phase-in to competition."4 Section
2. l .3 demonstrates that the staff never explained why the existing schedule was "unworkable,"
despite a number of opportunities to do so.

2.1.6 The affected parties have been given little time to respond to these major
changes in the rules.

The hasty manner in which the ACC is seeking to adopt these proposed rule changes is as
inappropriate as their undemocratic origins. As Section 2.1 explains, the new rule changes
would drastically limit the number of residential and smaller commercial customers that could
participate in the first phase of retail choice. Despite the radical nature of these proposed rule
changes, however, the interveners have been given only one week to respond to the final draft of
the proposed changes.

2.2 ARlzonA's BARRIERS TO SMALL CUSTOMER PARTICIPATION ARE

CHARACTERISTIC OF A "BIG DOGS EAT FIRST" APPROACH TO RETAIL

ACCESS THAT THE LARGE MAJORITY OF RESTRUCTURING STATES HAVE

REJECTED.

Table 2-1 shows the mandated phase-in schedules for retail choice in a dozen states where
electric restructuring has become law. The table shows that eight of the twelve states have
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State
Electricity Sales*

(Thousands of Mwh)
Small Customers Get Equal

Access to Retail Choice?
Ca lifornia 218,812 v
Ne w York 131,527 In mos t se rvice  te rritorie s
Pennsylvania 127,623 v
Illin o is 126,231 ?

Michiga n 96,302 v
New Je rsey 66,889 V
Massachusetts 47,294 v
Connecticut 28,417 v
Monta na 13,820

Ma ine 11,726 v
Ne w Ha mpshire 9,127

Rhode  Is land 6,604
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allowed smaller customers to choose  the ir energy suppliers  a t the  same time, and in the  same
customer class  share , as  the  la rger customers . These  s ta tes  include  California , Connecticut,
Maine , Massachuse tts , Michigan, New Hampshire , New Jersey, and Pennsylvania .

Table 2-1
States That Give Small Customers

Equal Access to Retail Choice

* Source: U.S. Energy Information,Electric Power Annual 1996 (published February 1998).

In te rms  of e lectric consumption, Arizona , with 52,085 (in units  of thousands  of megawa tt
hours), would be  in the  middle  of this  lis t of s ta te s . This  means  tha t many s ta te s  with many more
e lectric consumers  than Arizona , and the re fore  implicitly more  complica ted implementa tion
logistics , have  chosen to give  small customers equal access.

Only two s ta te s  - Montana  and Rhode  Is land - unambiguous ly give  la rge r cus tomers  pre fe rentia l
re ta il access  over smalle r ones. These  s ta tes  account for only about 2 percent of the  tota l
e le ctricity consume d in the  twe lve  re s tructuring s ta te s .5 Illinois  is  difficult to ca te gorize . It doe s
a llow one-third of the  cus tomers  in each non-res identia l re ta il cus tomer class  to pa rticipa te  in the
firs t phase  of re ta il access . However, it a llows _ah customers  with peak demand above  4 MW to
participa te  in the  firs t phase  of re s tructuring. It a lso de lays  re ta il access  for re s identia l cus tomers
until a  la te r phase .

Ne w York le ts  e a ch of its  s ix ma jor utilitie s  propose  the ir own re ta il choice  sche dule . Four of
these  New York utilitie s  - Consolida ted Edison, Roches te r Gas  & Electric , Centra l Hudson, and
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Orange  & Rockland -.. will a llow smalle r cus tomers  equa l access  to re ta il choice . Niaga ra
Mohawk gives  la rge  indus tria l cus tomers  a  head s ta rt. New York S ta te  Electric & Gas  has  a
unique  phase-in approach where  small industria l customers  actua lly ge t re ta il access  before  la rge
industria l cus tomers  and most res identia l cus tomers . This  was  done  to console  the  small
indus tria ls  pa rtly for not rece iving a  ra te  reduction.

Most s ta tes  have  chosen to give  small customers equal access to the  firs t phase  of re ta il choice
because  they firmly be lieve  tha t a ll e lectric customers  should have  the  same right to seek a  be tte r
dea l in the  marke tplace . These  "equa l access" principles  a re  explicitly s ta ted in the  s ta tutes  and
plans  of many s ta te s  unde rgoing e lectric re s tructuring. For example , in its  April 1997
re s tructuring plan, the  New Je rsey Boa rd of Public Utilitie s  procla ims  tha t:

To provide  only one  group the  ability to negotia te  power supply a rrangements
with third pa rty supplie rs , for ins tance  la rge  indus tria ls , while  othe r groups  such
as small commercia l and residentia l customers  remain obliga ted to purchase
powe r from the  utility, would be  funda me nta lly unfa ir a nd poss ibly
discrimina tory. Moreove r, such an a rrangement would be  viola tive , we  be lieve ,
of one  of the  fundamenta l goa ls  of res tructuring, tha t is  to provide  e lectric ra te

In its  mos t importa nt e le ctric re s tructuring opinion, the  Ne w York Public Se rvice  cla ime d it wa s
necessary to seek this  equa l trea tment, even if it complica ted the  implementa tion process:

Some have suggested that a ll customer classes should have access to retail
competition a t the  same time  in order to avoid favoring one  class  over another.
Simultaneous access he lps avoid the  concern held by some tha t those  who go firs t
will ge t most of the  benefits . Although giving a ll cla sses  re ta il access  a t the  same
time may be  more  complica ted than a  s tructured phase-in, s imultaneous re ta il
access is  s till the  preferable  approach ....7

Ca lifornia 's  P ublic Utility Commiss ion (CP UC) use d e quity principle s  to jus tify its  de cis ion to
scra p its  initia l pla n to limit re ta il a cce ss  e ligibility to loa ds  of 8 MW or gre a te r. "S uch a
re quire me nt," the  CPUC a rgue d, "would unnecessarily discrimina te  aga inst the  smalle r
e lectric se rvice  providers  seeking to se rve  smalle r customers , as  well as  small commercia l and
res identia l customers ."8

The fact that small customers must pay heavy stranded costs provides further justification
for this "equal access" principle. It is a reasonable argument that since all customer classes
must bear the costs of electric restructuring, all customers should reap its benefits in an
equitable manner.

ma:project:wcot01 :posh paper:2part 2-7 City of Tucson



y

SECTION 2 PARTICIPATION THRESHOLDS

2.3 THE 40 KW THRESHOLD WILL PRODUCE LENGTHY COMPETITIVE INEQUITIES

BETWEEN SIMILARLY SIZED COMMERCIAL CUSTOMERS.

Arizona 's  proposed 40 kW threshold denies  equa l pa rticipa tion to any non-res identia l cus tomer
with peak power be low this  thre shold. It would a lso deny equa l pa rticipa tion to any cus tomer
over 40 kW tha t is  unable  to find an aggrega tor or is  unable  to form an aggrega tion a t leas t l
MW in s ize  (which could require  a s  many a s  24 othe r cus tomers). As  noted, this  limit is
incons is tent with the  ACC s ta ff" s  s ta ted principle  tha t the  ACC must "provide  the  bene fits  of
compe tition to a ll ra tepaye rs  in a  time ly manne r."

Arizona 's  40 kW threshold will a lso have  the  dangerous  e ffect of crea ting compe titive  inequitie s
be tween customers  of s imilar s ize  and ca tegory of business . In the  Ca lifornia  re s tructuring
regula tions, customers with maximum demands of be tween 20 and 50 kW were  trea ted as  a
dis tinct cla ss  of middle -s ized commercia l cus tomers . Arizona 's  40 kW thre shold would crea te
"haves" and "have  note" in this  cla ss  of fa irly s imila r cus tomers .

For example , a  recent Los Angeles Times article  noted tha t the  "average  comer convenience
s tore" with "a ll of its  re frige ra tors , coffee  pe rcola tors  and S lurpee  machines  running," would
peak a t about 40 kilowa tts  of e lectricity It is  thus  not difficult to ima gine  two conve nie nce
stores  in the  same Phoenix or Tucson ne ighborhood, one  peaking a t 45 kw. the  other a t 35 kw.
The firs t s tore  could, through an aggregator, find a  be tte r dea l and begin rece iving cheaper
e le ctricity by Ja nua ry l, 1999. Its  s lightly sma lle r riva l would ha ve  to wa it two ye a rs .

The  irony of this  40 kW threshold is  tha t it could be  punishing e lectric cus tomers  who have
engaged in activitie s  - such as  improving energy e fficiency and shaving peak loads  - tha t the
sta te  should be  encouraging. For instance , the  35 kW convenience  s tores  from the  previous
example  could be  the  same size  as the  45 kW store , but its  peak could be  lower because  it had
recently ins ta lled more  e fficient lighting and re frige ra tion equipment. The  proposed 40 kW
standard would punish the  more  e fficient s tore .

Arizona's long "small customer waiting period" would exacerbate the effects of these
competitive inequities. Of the states and utilities that make most residential and small
commercial customers wait for retail choice, the proposed Arizona rules would make small
customers wait the longest. Table 2-2 shows that the Arizona plan would have the longest
waiting period.
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Sta te /Utility
Ma n d a to ry

Elig ib ility Da te  fo r
La rge r Cus tome rs

Ma n d a to ry Elig ib ility
Da te  fo r Mos t S ma lle r

Cus tomers

Small
Cus tomer
Waiting
Period

Rhode Island 7/97 1/98 6 months
Ne w York (Nia ga ra  Moha wk) 11/98 4/99 6 months
Ne w York (NYS EG) 8/98 8/99 12 months
Monta na  (MP C) 7/98 12/99 17 months*
Arizona 1/99 1/01 24 months

v
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Table 2-2

Small Customer Waiting Periods for States/Utilities

That Do Not Give Small Customers Equal Initial Access to Retail

*Montana  regula tions give  MPC some flexibility in implementing re ta il access . This  schedule  is  the
regulatory recommendation and assumes that there  are  no problems with the  initia l phase  of re ta il access

The long waiting period would hurt non-participants not only because they would have to wait
longer to seek a better price for their power. Rather. there is also a high likelihood that few good
deals would be available by the time the smaller customers become eligible. If the early
participants were able to sign long-term contracts. it is possible that their competitive advantages
would extend beyond two years.

The restructured California electric market has shown that the best deals are often available early
on. Figure 2-1 shows the discounts from the California Power Exchange (PX) price that were
available from March 1997 to May 1998 (competition officially began in California at the end of
March 1998). Discounts from the PX declined from 20 percent in the initial stages to less than 2
percent in the later months.
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Fig u re  2-1
Dis c o u n ts  (fro m  P X-p ric e ) Offe re d  to  Ca lifo rn ia  Cu s to m e rs

Source: P ublic Utilitie s  Fortnightly, July 15, 1998.

This  decline  in discounts  over time is  partly due  to the  fact tha t, as  time passes , the  most
a ttractive  customers , usua lly la rger customers , a re  no longer ava ilable . However, the re  a re  a
number of ,good reasons why even smaller customers have a  better chance of getting good deals
ea rlie r ra the r than la te r.

The  firs t reason why supplie rs  might seek smalle r customers  ea rly in the  process , but not la te r, is
to ge t a  foothold in the  new marke tplace  and ge t some  name  recognition. It is  wide ly
acknowledged tha t the  e lectricity marke ts  in Ca lifornia , Rhode  Is land, and Massachuse tts ,
a lthough officia lly open to compe tition, will not be  truly compe titive  until s tranded cos ts  a re  pa id
off. Ye t a s  one  expe rt on the  Ca lifornia  marke t noted, supplie rs  may s till dea l with cus tomers
"for the  increased vis ibility and the  hope  tha t yea rs  in the  future  the  cus tomer will fee l loya lty

going to make  any money for three  years ," sa id one  California  supplie r, but he  a lso noted tha t he
was  "a  big be lieve r in building a  brand name .""

However, s ince  supplie rs  a re  losing money on each of these  small customers , the  s ize  of the ir
marke t foothold is  inherently cons tra ined. Once  a  supplie r's  quota  of these  small cus tomers  is
reached, they a re  not like ly to seek any additiona l ones  until the  "rea l" compe tition s ta rts .
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A second reason why smaller customers will have a better chance to get good deals earlier rather
than later is that some smaller suppliers may purposely limit the number of customers they take
on. This can be due to the fact that the small suppliers have limited generating or transmission
capacity. It also may be because they are still refining their billing, metering, and other services
and do not want to overwhelm themselves. Under the proposed Arizona rules, these smaller
suppliers, and the price competition they provide, may not be around when the smaller customers
would get phased-in.

A third reason why smaller customers may lose by waiting is the fact that even some of the larger
suppliers may not be around when the smaller customers are finally phased-in. The most famous
example of this is when the giant electric supplier Enron pulled out of the California residential
market, about a month after retail competition had officially begun. It is reasonable to assume
that other large suppliers, in other electric markets, might take similar actions. Even the most
sophisticated companies can succumb to unrealistic optimism when markets first open. Since
these companies must generally honor their existing contracts, small customers who joined them
early on can still receive their discounts for the length of these contracts.

There are a number of other reasons why suppliers of all sizes may take small customers earlier
rather than later. In states that have limited opportunities for pilot programs, some suppliers may
take on a quota of smaller customers to learn how the market works. Some market observers
have also pointed to "the press release" effect." Companies may market very aggressively soon
after announcing their market entry, but then reduce these marketing efforts not long after the
press releases have been sent out.

2.4 WIDE PARTICIPATION BY SMALLER CUSTOMERS EARLY IN THE RETAIL

ACCESS PROCESS WILL NOT HARM ARIZONA ELECTRIC SYSTEM

RELIABILITY.

Because  the  ACC never expla ined why it imposed the  40 kW threshold and the  re la ted
"aggrega tors  only" requirement (for cus tomers  be low 1 MW), it is  poss ible  only to specula te
about the  Commiss ion's  rea sons . At one  point Ca lifornia  did cons ide r a  s imila r "aggrega tors
only" scheme  because  policymakers  thought this  re s triction might s implify and improve  load
forecas ting and scheduling for genera tion dispa tch. Ca lifornia  re jected this  scheme, pa rtly for the
equity reasons noted above , and partly because  there  was no evidence  tha t it would improve
forecas ting and scheduling." However, it is  poss ible  tha t the  ACC might have  adopted the
"aggrega tor's  only" on the  bas is  of the  same assumptions  tha t Ca lifornia  eventua lly re jected.

In the  Inte rim Report of the  Arizona  Electric Sys tem Re liability and Sa fe ty Work Group, the re  is
a lso mention of the  fact tha t with direct access , "[a ]ggrega tion of load forecasts  becomes
difficult," both for long-ra nge  a nd short-te rm loa d fore ca s ting." It is  poss ible  tha t this  re port
might have  a lso influenced the  ACC to adopt an "aggrega tors  only" scheme, even though the
Work Group report never recommended any such scheme.
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The argument that small customer participation should be restricted because it will make
forecasting loads less complicated for the ISO has little merit. As Table 2-1 above demonstrates,
almost all the states involved in restructuring have rejected this argument. The California Public
Utility Commission (CPUC) rejected the "aggregators only" scheme because it realized that there
was no danger that the ISO would be overwhelmed by too many separate load forecasts. The
CPUC noted:

The SC [schedule  coordina tor] will reduce  the  burden on the  ISO because  the  SCs
will pe rform a  second leve l aggrega tion of various  direct access  transactions  prior
to submitting the  schedule s  to the  ISO. The  firs t leve l of aggrega tion will occur
when re ta il marketers  and aggregators  combine  and consolida te  the  loads of the ir
end use cus[()mets_15

This assessment should hold true for Arizona, since the state will also be using schedule
coordinators.

The schedule coordinators should improve the accuracy of these load forecasts. By aggregating
loads, they greatly reduce the chance that their forecasts will be inaccurate due to unexpected
behavior by a few customers. It is also reasonable to assume that schedule coordinators, because
load forecasting will be their primary activity, will reach a high level of forecasting expertise.
By utilizing sophisticated forecasting techniques, which model for dynamic effects such as
temperature and humidity, their forecasts should be all the more accurate.

If the ACC wants to further improve the accuracy of load forecasts there are other policies it
might consider. First it might try to ensure that the new Desert Star ISO certifies schedule
coordinators for creditworthiness and technical competence, as is done in California. The ACC
might also push to have the new ISO perform "top-down" forecasting as the PJM-ISO, for
example, currently does. This "top-down" forecasting can serve as a check or even a substitution
for the "bottom-up" forecasting being done by the schedule coordinators. The ACC could even
support the imposition of penalties on schedule coordinators that submit forecasts that are not
within a certain range of accuracy. Although these policies impose some costs on market
participants, they certainly would do more to improve load forecasting than the ACC's
"aggregators only" scheme.

It is likely that Arizona distribution companies are overcautious about load forecasting and
scheduling not because they fear for the reliability of the electric system, but because they are
concerned about their cash flows. They realize that as suppliers of last resort, they will have to
incur the temporary costs of emergency supply if retail suppliers Luiderschedule or default.
Although market settlement rules, the bi-directional nature of energy imbalances, and rate-relief
options (in cases of supplier default) will allow the distribution companies eventually to recover
these costs, the companies may still wish to minimize these occurrences.
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While there is nothing wrong with the distribution companies seeking to protect their own cash
flows, small customers should not be sacrificed due to the mistaken belief that this will improve
load forecasting. ISO procedures that allow for day-after settlement would be a more targeted
solution for the cash flow problems of the distribution companies. In addition, as explained
above, policies such as schedule coordinator certification, top-down forecasting, and penalties for
bad forecasting could improve forecasting accuracy. Making strict bonding requirements part of
the certification procedures for both retail suppliers and Schedule Coordinators should also
reduce the likelihood of these companies defaulting. ISA or ISO requirements that all suppliers
have capacity reserves and other ancillary services would provide additional security for the
system.

The advent of direct access may also cause some to fear for system reliability because there will
be a piece of local electric supply that is no longer controlled by the distribution companies.
However, the proposed Arizona rules already limit the size of this piece to 20 percent of retail
load for the first few years of retail access. It should make no difference whether this 20 percent
is controlled by retail suppliers and aggregators supplying only large customers, or by suppliers
representing a broader range of customers.

Finally, while the ACC should take every reasonable action to ensure that retail access in
Arizona does not threaten state power supplies or reliability, the Commission must put these
efforts in proper perspective. In the brave new world of deregulated wholesale power and open
transmission tariffs, threats to Arizona's electric supply will increasingly come from far outside
the state borders.

The June 1998 supply crisis in the Midwest is a good example of these possible domino effects.
An extended regional heat wave, generation plant outages in Illinois and Ohio, and the default of
a key Ohio energy trading company all combined to drive power prices up as high as $4,900 per
MWh in Ohio and $1,500 per MWh in other Midwestern states (compare to typical prices of
$30-$60 per mwH).*° One Illinois utility spent more for its power in June than it had spent the
whole previous year." There were also supply interruptions and mandatory power rationing.
The fact that none of these Midwestern states had active retail access programs was also further
evidence that supply crises can occur irrespective of direct access policies.

Of course, the increased likelihood of power crises originating from outside the state does not
mean that the ACC should throw up its hands and ignore local threats to system reliability.
However, this reality should discourage the ACC from taking draconian local measures under the
false pretenses that these actions will protect Arizona consumers from supply crises. Instead the
ACC should concentrate its efforts on helping to develop a strong and independent ISO. This
would do more to protect the reliability of the Arizona grid than will attempts to deny direct
access to small customers.
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2.5 THE CLAIM THAT SMALL CUSTOMER PARTICIPATION IN DIRECT ACCESS MUST

BE DELAYED TO PREPARE THE MARKET INFRASTRUCTURE IS UNFOUNDED.

Although the ACC staff never explained why the existing phase-in schedule is "unworkable," it
is possible that the incumbent utilities argued that their billing, metering, and data exchange
systems could not be ready by January 1, 1999. This argument has little merit.

Under the  new, proposed phase -in schedule , the  utilitie s  will s till have  to deve lop the ir me te ring,
billing, and da ta  exchange  systems to accommodate  a t least % of 1 percent of the  residentia l
cus tomers  by Julv l, 1999. There fore  the  bigges t logis tica l cha llenge , the  deve lopment and
implementa tion of these  sys tems, will s till have  to be  met under the  proposed rules . Eve n to
serve  a  small fraction of the  load, the  da ta  and software  systems will have  to handle  each possible
type  of transaction and address  a ll logica l poss ibilitie s , however ra re . Expanding these  sys tems
to la rge r numbers  of cus tomers  does  not require  changes  to information flow or sys tem logic,
only to s torage  capacity.

The  expansion of metering. billing, load profiling, and da ta  exchange  systems poses  some
additiona l logis tica l cha llenges  beyond those  of sys tem deve lopment and implementa tion.
Howe ve r, it is  ve ry unlike ly tha t e a rly de ma nd for re ta il choice  will ove rwhe lm the  sys te ms  of
the  Arizona  utilitie s . Early res tructuring experiences  in Ca lifornia , Massachuse tts , and Rhode
Is land indica te  tha t ve ry few small cus tomers  have  ye t taken advantage  of re ta il choice . For
example , a fte r three  months  of re s tructuring in Ca lifornia , only 0.7 pe rcent of the  re s identia l
load, 2.3 percent of the  small commercia l load, and 6.6 percent of the  medium to la rge
commercia l load had adopted new supplie rs ." The  wide ly accepted reasons  for this  s low marke t
development in these  sta tes -- high stranded cost charges that cut potentia l savings, reasonably
priced s tanda rd offe rs , fea r of unfamilia r supplie rs , inexpe rience  with shopping for e lectricity,
and gene ra l ine rtia  - a re  like ly to be  pre sent in Arizona  a s  we ll. Arizona 's  proposed 20 pe rcent
cap on the  amount of re ta il load tha t can be  competitive  should a lso further guard aga inst the
utilitie s ' be ing ove rwhe lmed by the  cha llenges  of re ta il choice  cus tomers .

As Table  2-1 clea rly shows, a lmost a ll the  res tructuring s ta tes  have  a llowed small cus tomers
equa l access  to re ta il choice  in the  firs t phases . Marv of these  s ta te s , like  Ca lifornia  and
Pennsvlvania , have  many more  utilities  and e lectric customers  than Arizona , and there fore  face
more  complica ted mete ring, billing, and da ta  exchange  logis tics . Ca lifornia  and the  se rvice
te rritory of the  Pennsylvania  utility PECO have  a lso had to dea l with the  additiona l complica tion
of compe titive  me te ring and billing. Ye t the  Public Utility Commiss ions  in the se  s ta te s  have  not
viewed these  complica tions  as  sufficient cause  to de lay small cus tomer participa tion.

Arizona  utilities  a lso have  an advantage  over utilities  in s ta tes  such as  Ca lifornia . Massachuse tts ,
and Rhode Island because they have been able  to observe the practices, innovations, and
mistakes of those  tha t have  gone before . The early restructuring experiences of these  sta tes have
been wide ly discussed and ana lyzed in Arizona 's  own work groups . This  informa tion should
s ignificantly reduce  the  lea rning curves  of the  Arizona  utilitie s .
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The Arizona utilities have known about the phase-in date for nearly two years, and thus have had
adequate time to prepare their systems. The existing phase-in rules were part of Decision No.
59943, which dates back to December 1996. The utilities have also had the work group process
and the pilot programs to further develop and refine their systems. Neither the ACC staff nor the
utilities have provided any explanation why this long lead time would be insufficient for the
utilities to prepare their systems. The Rhode Island utilities were able to prepare their systems
for direct access without any problems, even after a surprise decision from their Commission to
speed up the phase-in of small customers."

Fina lly, a s  one  former Pacific Gas  & Electric (PG&E) executive  acknowledged, utilitie s  have
long-es tablished cultures  and practices  tha t a re  difficult to change . This  ine rtia  often causes  them
to de lay the  implementa tion of s ignificant changes  in procedures  until deadlines  a re  fas t
a pproa ching." There  is  no guarantee  tha t extending the  deadlines  for the  Arizona  utilitie s  would
not s imply a llow them to de lay furthe r any meaningful progress  to e s tablishing mechanisms for
re ta il competition, and request another de lay as the  new deadlines come near.

1
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3 INTERVAL METER REQUIREMENTS

3.1 IT Is NOT COST-EFFECTIVE To REQUIRE ARlZONA CUSTOMERS OVER 20

KW To PURCHASE AN INTERVAL METER.

3 1 1 The interval meter requirement is a form of "reregulation" that would
prevent customers from choosing the level of the metering they need.

In the  la tes t ve rs ion of the  proposed rules , section J  of R14-2-1613 conta ins  the  following
requirements :

Minimum me te ring re quire me nts  for compe titive  cus tome rs  ove r 20 kw, or
100,000 kph annua lly, should cons is t of hourly consumption measurement
meters  or meter systems.

Compe titive  cus tome rs  with hourly loa ds  of 20 kW (or 100,000 kph a nnua lly)
or le ss , will be  pe rmitted to use  load profiling to sa tis fy the  requirements  for
hourly consumption da ta .

Unlike  the  40 kW pa rticipa tion thre shold, the  origins  of this  20 kW inte rva l (hourly) me te r
requirement a re  fa irly ce rta in. Ca lifornia  origina lly proposed a  s imila r requirement a s  pa rt of its
e lectric res tructuring rules . However, when concerns  were  ra ised about both the  costs  and
a va ila bility of the  inte rva l me te rs , the  Ca lifornia  Public Utilitie s  Commiss ion (CPUC) chose  to
tempora rily exempt cus tomers  in the  20-50 kW from the  inte rva l me te r requirement' These
customers  were  a llowed to pa rticipa te  in direct access  us ing load profiles , a t leas t until
September 1998. The  CPUC promised to revis it the  issue  during the  summer of 1998 and decide
whether to end this  exemption, extend it, or make  it pe rmanent. The  CPUC has  ye t to make  this
decis ion. Ca lifornia  is  been the  only s ta te  tha t has  manda ted inte rva l me te rs  for cus tomers  with
peak demand of le ss  than 100 kw.

Most of Arizona 's  re ta il access  rules  a re  des igned to give  e lectric customers  more  freedom to
seek the  e lectric se rvices  tha t bes t suit the ir needs . This  is  the  guiding principle  behind Arizona 's
decis ion to make  mete ring se rvices  competitive . It is  the re fore  surpris ing tha t a t a  time  when the
ACC is  trying to s timula te  choice  and innova tion in me te ring se rvice s , it is  a lso introducing a
regula tion tha t would dicta te  the  type  of mete rs  tha t customers  must use  for re ta il choice .

As  the  following two sections  expla in, inte rva l me te r requirements  a re  not cos t-e ffective  for
many medium-sized cus tomers  and would de te r many of these  cus tomers  from participa ting in
re ta il choice . The  socie ta l costs  of broad inte rva l mete r manda tes  a re  a lso much la rger than the ir
bene fits .

41
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Besides  be ing misguided, the  proposed inte rva l mete r manda te  is  written so broadly tha t many
customers  would have  to ins ta ll expensive  mete rs  for loads  with extremely predictable  load
profile s . For example , under the  proposed rule s , s tree t lights  and tra ffic lights  would have  to be
inte rva l me te red.

3.1.2 Interval meters are uneconomic for many customers who peak above 20
kW and this could deter them from participating in retail choice.

There  a re  a  number of ways to ana lyze  the  costs  and benefits  of an inte rva l mete r requirement. A
method used by Southe rn Ca lifornia  Edison (SCE) for the  Ca lifornia  re s tructuring deba te  s imply
examined whether the  customer could a fford the  meter The SCE method declared a  meter to be
affordable  when the  monthly savings  from re ta il choice  exceeded the  monthly cost of the  mete r.

For example , the  SCE analysis  assumed tha t inte rva l meter costs  would be  $15 per month and
tha t the  re ta il choice  savings  would be  10 pe rcent of a  Ca lifornia  Power Exchange  price . SCE
used these  assumptions to examine  how many of its  70,000 customer be low the  50 kW peak
leve l could a fford an inte rva l me te r. It found tha t only 18,000 of the  70,000 cus tomers  fe ll be low
the  a fforda bility line .

The  firs t problem with this  ana lys is  is  the  high savings  assumption tha t SCE uses . SCE took the
10 percent es timate  from comments  by a  California  s ta te  officia l, but conceded tha t this  same
officia l had sugges ted tha t a  "lower savings  pe rcentage  would be  more  rea lis tic." Certa inly
Figure  2-1 in the  previous  section shows tha t 10 percent savings  from the  Ca lifornia  Power
Exchange  price  is  no longe r ava ilable . Obvious ly with only a  3-5 pe rcent re ta il choice  savings ,
many more  of these  20-50 kW cus tomers  would no longe r find the  inte rva l me te r "a ffordable" in
SCE's  te rms .

A more  genera l problem is  tha t the  savings es timates  in this  SCE ana lysis . and in many other
Ca lifornia  me te r benefit-cos t ana lyses . a re  a ll dependent on the  ava ilability of the  Ca lifornia
billing option ca lle d Re a l Time  P ricing (RTP ). This  RTP  option a llows  Ca lifornia  cus tome rs
with inte rva l me te rs  to pay for the ir e lectric ene rgy based on the  hourly marke t clea ring prices  in
the  Ca lifornia  Power Exchange  (PX). Even cus tomers  tha t s tay with the  incumbent utilitie s  have
this  option.

This  RTP option is  use iill for cus tomers  tha t consume  much more  of the ir ene rgy during off-peak
hours  (when power is  cheaper) than do othe rs  in the ir cus tomer class . By ge tting an inte rva l
meter and using the  RTP option, these  customers can pay for the ir e lectric energy based on the ir
actua l consumption pa tte rn. This  will be  cheaper than if they had been billed based on the
typica l consumption pa tte rn of the ir cus tomer cla ss  (the ir cla ss  load profile ). The  RTP option
can a lso be  a ttractive  to cus tomers  who can shift a  lot of the ir consumption from on-peak to off-
peak hours . Of course , in both cases , the  long-te rm savings  on the  e lectric bill have  to exceed the
cos t of the  me te r to make  the  inte rva l me te r purchase  worthwhile . A 1996 s tudy by the  Te llus
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Ins titute  and the  Wiscons in Energy Conse rva tion Corpora tion found tha t only a  na rrow ca tegory
of customers  would rea lize  any s ignificant savings  from these  RTP options .3

There  is  a  poss ibility tha t Arizona  cus tomers  may have  more  difficulty obta ining these  RTP
options  than Ca lifornia  cus tomers . In Nove mbe r 1997, Arizona 's  IS O & S pot Ma rke t
Deve lopment Working Group issued a  report tha t concluded "tha t no formal power exchange
was needed for the  southwest region, and crea tion of one  would unnecessarily add to the  cost of
the  ISO infras tructure  without much benefit."4 Of course , a  southweste rn power exchange  may
s till be  deve loped despite  the  working group recommenda tions . In addition, marke te rs  could s till
offe r RTP options  tha t were  based on the  California  PX or some other power exchange .
However, the  absence  of a  southweste rn power exchange  would certa inly make  RTP options
more  difficult to offe r.

The SCE study a lso made the  suggestion tha t s ince  82 percent of the  under-50 kW customers
could "a fford" an inte rva l me te r, it made  sense  for policy makers  to require  such inte rva l me te rs
as  a  condition for re ta il access . The  SCE analysis  fa ils  to acknowledge  tha t these  meter
requirements  would s till de te r many cus tomers  from participa ting in direct access , even though
inte rva l me te rs  we re  "a fforda ble ." a ccording to SCE's  na rrow de finition. This  is  a n importa nt
cons ide ra tion for policymake rs  who wish to s timula te  compe tition in the ir e le ctric ma rke ts .

The  problem is  tha t a lthough many customers  may s till be  experiencing a  ne t benefit a fte r the
purchase  of the  meter (re ta il choice  savings exceed meter costs), the  s ize  of this  benefit may be
so sma ll tha t re ta il access  is  not worth bothe ring with. According to the  S CE de finition,
customers tha t save  $16 per month for re ta il access and pay $15 a  month in meter cost can
"a fford" a  me te r. However, the  $1 a  month savings  is  not like ly to cause  many of these
customers  to seek re ta il choice .

In a  1998 ana lys is  for the  Electric Power Resea rch Ins titute  (EPRI), XENERGY explored the
implica tions  of this  de te rrent e ffect for the  Sa lt Rive r P roject (SRP). Table  3-1 shows one  of the
results  of this  ana lys is . The  ana lys is  a ssumed tha t the  mean "switching threshold" (the  savings
leve l a t which cus tomers  switch to othe r supplie rs) is  10 pe rcent expected energy savings . The
ana lys is  furthe r a ssumed tha t this  switching threshold is  normally dis tributed with a  s tandard
devia tion of 5 pe rcent savings  and tha t me te r cos ts  were  $10 pe r month. (The  true  dis tribution of
switching thresholds  specific to Arizona  can be  de rived from appropria te ly des igned survey
re sults , us ing "double -bounded" maximum like lihood me thods .)

The  table  shows tha t when customers  must pay for inte rva l mete ring as  a  condition for
pa rticipa ting in re ta il choice  the  e ffective  reduction in ne t savings  reduces  the  number of
cus tomers  tha t would othe rwise  switch to anothe r supplie r. Without the  me te ring requirement
with a  10 percent savings, 50 percent of customers  with loads above  25 kW would be  expected to
switch. With the  inte rva l me te r requirement, only 32 pe rcent switch unde r the  high-price
scenario and only 20 pe rcent switch under the  low-price  scenario. Tha t is , a s  shown in Table  3-
2, 37 percent of those  who otherwise  would switch a re  de fe rred from doing so by the  mete ring
requirement in the  high-price  scenario, and nearly 60 percent a re  de fe rred in the  low-price
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Expected Percent Switching
by kW Threshold for

Interval Metering

kW floor 250 75 25 5 0

Energy
Price

($/kwh)

Expected
Percent

Metering Savings with
Required? Direct Access

No

Yes

Yes

50.0

0.2

0.8

50.0

44.4

46.5

50.0

30.9

39.1

50.0

20.3

31.7

50.0

2.4

8.8

10%

10%

10%

$0.018

$0.036

3.6

0.6

1.4

1%

1%

1%

3.6

1.3

2.1

3.6

0.0

0.0

No

Yes

Yes

$0.018

$0.036

3.6

2.7

3.1

3.6

0.0

0.2

Fraction Deterred by kW
Threshold for Interval Metering

kW floor

L

Percent
Savings with
Direct Access 250 75 25 5 0

Energy
Price

($/kWh)

11%
7%

59%
37%

38%
22%

95%
82%

100%
98%

10%
10%

$0.018
$0.036

1%
1%

63%
42%

24%
14%

82%
62%

100%
99%

99%
95%

$0.018
$0.036
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scenario. When the  re ta il choice  savings  a re  only 1 pe rcent, over 60 percent of would-be
switchers  a re  de fe rred from participa ting in re ta il choice  even in the  high-price  scenario, and over
80 percent a re  defe rred in the  low-price  scenario.

Table 3-1
Expected Percent Switching with and without Interval Metering Required

Table 3-2
Fraction of Would-Be Switchers Who Would Be Deferred

from Switching by Interval Metering Requirements

\

3.1.3 From a societal perspective, load profiling is much more cost-effective
than interval meter requirements.

A more  fundamenta l problem with the  SCE ana lys is , however, is  the  limited wav it frames  the
cost and benefit question. The  question should not be  whether customers  in the  20-50 kW range
can a fford an inte rva l me te r. but whe the r socie ty will bene fit from requiring such me te rs .

XENERGY a lso ana lyzed this  ques tion for EPRI us ing actua l SRP cus tomer da ta Table  3-3
summarizes  some of the  results . The  ana lys is  shows tha t the  costs  of inte rva l mete ring
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1,000 250 75 25 5 0

BENEFITS

Monthly carrying cost
Carrying cost reduction if interval metered

$1,728 $1 ,478 $1,340 $1 ,304 $1 ,287 $1 ,264
$250 $139 $36 $11 $23

Monthly deadweight loss
Deadweight loss reduction if interval metered

$8,608 $8,078 $7,576 $7,021 $6,095 $5,694
$531 $501 $555 $926 $401

Total Monthly Benefit of required interval metering

COSTS

Number of meters with nor host supplier
Monthly cost per new interval meter

Monthly added metering cost

BENEFITICOST RATIO 0.0130.044 0.011 0.006 0.003

$650$181 I $591 $424$9431

1 ,388 3,846 a,282 23,510 25,298
$12.69 $12.69 $6.64 $654 $6.64

$17,616 $48,a09 $54,991 $156,109 5167,981

SECTION 3 INTERVAL METER REQUIREMENTS

requirements  fa r outwe igh the ir bene fits . This  is  true  no ma tte r wha t the  "cut-off leve l" (the  peak
demand leve l above  which customers  must purchase  inte rva l meters).

Inte rva l me te ring use  has  two primary benefits  for socie ty - reduced ca rrying cos ts  and reduced
deadweight losses . The  ca rrying cos t is  the  added liquidity or line  of credit tha t supplie rsgvus t
carry because  of price  uncerta inty. Less  price  uncerta inty occurs  when inte rva l mete rs  a re  used
than when load profiles  a re  used. However, as  the  table  indica tes , the  socie ta l va lue  Of this
reduced price  Unce rta inty is  re la tive ly sma ll.

The  deadweight loss  is  the  economic cost of prices  be ing sys tematica lly diffe rent from the  true
cost of supply for diffe rent cus tomers . This  is  a  cos t tha t socie ty bears  but tha t benefits  nobody.
The  table  shows tha t inte rva l metering reduces deadweight loss , but, once  aga in, the  va lue  of this
benefit is  ve ry sma ll. Even when combined, the  canoing cos t and deadweight bene fits  of
inte rva l me te ring a re  only small fraction of the  socie ta l cos t of such Mete ring.

_p

Table 3-3
Benefits and Costs of Interval Metering

3.1.4 Errors due to load profiling may be small compared to other errors and
uncertainties in the system.

4

' ~

"'-.

, ,.

Underlyin\g the suggested interval metering requirement is apparently a concern that load
profiling methods are too inaccurate. However, uncertainties and errors in load scheduling and
settlement come from several sources besides load profiling. These sources include

*inaccurate or inappropriate assignment of loss factors to customers in different voltage
i classes

• load forecast model estimation error for a given set of weather conditions
• day-ahead weather forecast error
• market price volatility`

1

3
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• ge ne ra tion supply a va ila bility.

From the  pe rspective  of a  re ta ile r, the  tota l amount the  re ta ile r must pay for a  given amount of
energy sewed a t a  given load shape  may be  subject to systematic error because  of mis-
ass ignment of loss  factors . The  cos t is  a lso subj e t to uncerta inty because  of va ria tions  in marke t
price s . Re la ted to the  marke t price  unce rta inty is  unce rta inty a s  to the  ava ilability of supply in
the  desired amounts  on a  day-ahead, hour-ahead, or spot basis . In addition, the  amount of load
the  re ta ile r will need the  next day is  subject to unce rta inty, both because  the  supplie r's  ability to
estimate  load even if wea ther conditions  a re  known is  imperfect, and because  the  next day's
wea the r is  unknown.

The  system opera tor faces s imila r unce rta intie s . Scheduled loads  may corre spond poorly to the
tota l sys tem load, because  of supplie rs ' inability to forecas t loads  accura te ly for given conditions
combined with the  unpredictability of wea the r conditions . Gene ra tion supply may not be
ava ilable  or may be  ava ilable  only a t extreme  cos ts  because  of marke t conditions . Re ta ile rs  may
be  ass igned inappropria te  costs  for the ir customers ' loads  as  a  result of inappropria te  loss  factor
assumptions.

System losses , including line  losses , meter reading e rror, and theft, can be  on the  order of 10 to
15 pe rcent of the  load a t the  cus tomers ' me te rs . For many utilitie s , the  loss  factors  deve loped by
the  utility as  adjus tments  to mete red loads  do not fully account for the  diffe rence  be tween sys tem
standout and loads as delivered to customers. The residual unaccounted for losses can be  on the
order of a  few percent, a  s ignificant diffe rence  in marke ts  where  the  margins  a re  much lower than
tha t.

A11 of these  errors  and uncerta inties  in the  system would be  present even if a ll customers had
hourly me te ring. At the  same  time , load profiling me thods  a re  ava ilable  tha t can provide
es tima tes  with essentia lly no sys tematic e rror in the  ass ignment of ene rgy responsibility to
supplie rs , no systematic e rror a t the  system leve l in the  es timation of load shapes , and small
va riability on a  monthly bas is . Thus , the  emphas is  on load profiling e rror a s  the  problem, and
inte rva l me te ring a s  the  solution, is  misplaced.
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